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The Key to Government Fiscal Policies 


by HersBert J. MILLer, Executive Director, The Tax Foundation 


ae reduction and an end to the creation of additional public debt are the two greatest fiscal 
challenges to the Federal government in the next few years. If both are to be met, control 
of government spending must be the means of accomplishment. One need not get out on the 


proverbial limb, therefore, to forecast that pressure from the peuple to halt the decline in value 


of the dollar and to lower tax burdens will 
generate a growing clamor to control govern- 
ment spending. The fact that some of the 
Korean War tax increases expire in 1953 and 
1954, unless affirmative action is taken to con- 
tinue them, makes certain that the tax issue 
must be faced soon. 


Since expenditure control is a key to both tax 
and debt reduction, the question arises: Whose re- 
sponsibility is the control of government expendi- 
tures and what are the procedures and facilities 
for exercising such control? The easy answers are: 
the Congress, with its initial power to authorize ex- 
penditures; the Executive, with his power of ad- 
ministering approved programs; and the people, 
with their power of making officials responsive to 
their will. 


However, the question cannot be dismissed so 
easily. The House Committee on Expenditures in 
the Executive Departments stated in a 1949 report, 
“The legislative control of public funds is the basis 
upon which the fiscal policy of this government is 
built. It is a part of our checks and balances.” 
Unfortunately, examination of the control which the 
Congress exercises over government spending re- 
veals a disturbing condition which could destroy 
general hope for tax and debt reduction. 


In September 1951, Roswell Magill, as Chairman 
of the Committee on Federal Tax Policy, stated to 
the Joint Committee on Reduction of Nonessential 
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Federal Expenditures (the Byrd Committee) that 
Congress had lost substantial annual control of ex- 
penditures. He presented a detailed table which 
showed that only $23.8 billion of the total $71.6 
billion of proposed expenditures in the President’s 
1952 budget was controllable by Congress through 
the appropriation process. That hearing started offi- 
ficial and citizen discussions that have improved 
remarkably the understanding of this involved but 
crucial shortcoming. 


Just in the last month the following statements 
have emphasized anew the loss of Congressional 
control of spending. (1) Dr. Vannevar Bush, in 
Collier’s of December 27, 1952, after analyzing mili- 
tary expenditures stated, “Yet Congress has lost effec- 
tive control of the way in which our tax money is 
spent for defense.” (2) The recent report of the 
subcommittee of the House Committee on Public 
Works reveals the loss of control over construction 
of rivers and harbors and flood control projects, and 
its first recommendation is aimed at least partially 
at correction of this situation. (3) An editorial in a 
recent publication of the American Institute of 
Accountants states, “Enormous though they are, it 
is not absolute amounts of Federal expenditures that 
alarm responsible citizens so much as the fear that 
government spending is out of control.” 


Using yardsticks Mr. Magill used, it can be shown 
that only 34 percent of the expenditures proposed 
in the President’s budget for the present fiscal year 
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were controllable through appropriations approved 
during the last session of Congress. 


Candor compels the admission that “control of 
spending” may have various connotations. 


Meaning of Control 


What does this term “control” actually mean? 
The concept of controllability is based on the extent 
to which expenditure programs of a given year are 
fixed by existing legal or moral commitments to 
authorized programs or prior appropriations. Items 
considered relatively controllable are subject to 
annual Congressional review and action through the 


invoke some new procedures to achieve control, 


which could be the key to the new fiscal necessities. 


To appreciate the importance of this matter of 
controllability, an examination of the last Federal 
budget is helpful. Table I shows, in summary fash- 
ion, the extent of Congressional control over areas 
of expenditure and the percentage relationship each 
bore to the total budget." 


It is thus apparent that less than $5 billion of 
domestic, non-military expenditures in the 1953 bud- 
get—barely 6 percent—was effectively controllable 
by the last session of Congress through procedures 
then available. This explains some of the drastic 
shortcuts to control proposed in Congress earlier 
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appropriation process. Those considered relatively 
uncontrollable—66 percent of the 1953 budget— 
either are not affected by Congress annually, or can 
only be affected by amendatory or rescinding legis- 
lation. 


Of course, Congress has constitutional power to 
exercise any control over expenditures it wishes to 
impose. Our term, “controllability,” does not ques- 
tion Congress’ basic authority but rather the extent 
to which procedures and legislation have reduced 
the actual exercise of control. Neither does it mean 
that Congress did not exercise some control of those 
expenditures when at some past date it authorized 
the program. The point is that if the expenditures 
for a given year are not reviewed and acted upon 
annually by the Congress, there is no current con- 
trol and no modification of the proposed spending 
will be made. It is conceded that at times Congress 
may have exercised control in some of the areas 
designated “relatively uncontrollable,” but only in 
isolated instances. However, the purpose of this 
thesis is to paint the lack of expenditure control with 
a practical brush, and to reveal why Congress must 
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_ this year, such as an arbitrary limiiation of spending 


to anticipated revenues. 


Uncontrollable areas of the kind we are discussing 
can be identified. They are: 


“Carry-over” Funds 


The largest uncontrollable category — almost one- 
half of all estimated expenditures for fiscal 1953— 
consists of “carry-over” funds. These represent 
spending authority granted in previous years and 
for all practical purposes beyond the reach of the 
Congressional Appropriations Committees. The 
money can be spent in 1953 from appropriations 
and other authorizations already granted or obli- 
gated in prior years, pretty much as a matter of 
course, when the government pays for goods and 
services it has ordered. 


1A similar analysis of the 1952 Budget was presented to 


Congress in September, 1951 by Roswell Magill, Chairman 
of the Committee on Federal Tax Policy. See Hearings before 
the Joint Committee on Reduction of Nonessential Federal 
Expenditures, 82nd Congress, 1st Session, Annual Control 
of the Federal Budget, 1951. 
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Table | 


FEDERAL BUDGET EXPENDITURES BY FACTOR INFLUENCING 


CONGRESSIONAL CONTROL* 
Fiscal Year 1953 


Type of Expenditure 


Amount” Percentage of 
(billions) Total Budget 


100 % 


Relatively Uncontrollable Expenditures—66 % 


Carryover Funds 
Permanent Expenditures 
Annual Indefinite Expenditures 


49 % 
7% 
2% 


Contributions to Trust Funds, Payments of Claims, 
and Payments Required by Treaties and Interna- 


tional Agreements 
“Open-End” Expenditures 


Implied Commitments to States and Local Govern- 


ments 


Implied Commitments to Veterans 


Relatively Controllable Expenditures—34 % 
Military and International Expenditures ‘ 28% 


Domestic Civilian Expenditures 


6% 


* Ranked by relative degree of controllability. No group includes expenditures which have already been 
included under any of the preceding groups. 
» These data refer to original budget requests submitted to Congress in January 1952. They were reduced 
by Congressional action and a lag in military spending which together are expected to lower total 
1953 expenditures to roughly $76 billion. Detail will not necessarily add to totals because of rounding. 


These carry-overs result from three types of ap- 
propriations, which are made for definite amounts; 
namely, (1) one-year appropriations which if ob- 
ligated during that year are open for expenditure 
for two more years; (2) multiple-year appropria- 
tions which are open for expenditure for a definite 
period in excess of one year; (3) no-year appro- 
priations which are open for expenditure until the 
purpose is accomplished, no matter how long it may 
take. 

When Congress is faced with consideration of the 
annual budget, it finds that in addition to new spend- 
ing authorizations, enormous sums are brought for- 
ward as balances of prior-year authorizations. For 
example, the Executive Branch began the fiscal year 
1953 on July 1, 1952, with a reservoir of over $90 
billion in unexpended balances. Over this huge sum, 
the Appropriations Committees of the last session 
exercised no effective expenditure control. (On 
July 1, 1953, the carry-over into fiscal 1954, includ- 
ing government enterprises and revolving funds, 
may be about $95 billion. In other words, regardless 
of what the new Congress does on new appropria- 
tions in the coming January budget requests, the 





Executive agencies still could have about $20 billion 
more to spend from old authorizations than the total 
of all expenditures this fiscal year.) 


Permanent Funds 


The permanent appropriations, definite and in- 
definite, comprise the next segment of relatively 
uncontrollable funds. The largest item in this cate- 
gory is the interest on the public debt. Permanent 
authorizations are automatically renewed each year, 
either over a specified number of years or for an 
indefinite period, until the law is changed. Addi- 
tional amounts become available year after year 
under standing legislation, without any new action 
by Congress. 


These programs depend largely on amounts col- 
lected or required to be spent under contractual 
arrangements or definite legislative commitments— 
factors outside the control of the Appropriations 
Committees. As a general rule, they are not even 
included in the appropriation bills because, until 
Congress amends or repeals the basic legislation, 
the appropriation is automatizally continued. 
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Annual Indefinite Funds 


Very similar to the permanent appropriations are 
the annual indefinite funds; these are non-permanent 
appropriations that are indefinite in amount. Con- 
gress grants current authorizations to incur obliga- 
tions and make expenditures in an indefinite amount, 

determined by such factors as the amount or per- 
centage of receipts from a specified source, or finan- 
cial needs. Congress can do practically nothing short 
of changing substantive law to limit expenditures 
from these eppropriations. 


Fixed Charges 


The next large area of relatively uncontrollable 
expenditures is made up of various fixed charges. 
These include contributions to trust funds and other 
retirement payments; payments of claims under 
various general and special statutes; and payments 
required by treaties and international agreements. 
Once these commitments have been entered into by 
statute or treaty, a subsequent Congress can do very 
little to control the required expenditures. 


“Open-End” Programs 


A large and important area of relatively uncon- 
trollable expenditures is the “open-end” programs. 
These are primarily programs to aid agriculture, the 
states, and veterans. They are referred to as “open- 
end” because the amounts spent in a given year 
usually depend on formulas in the enabling legisla- 
tion and on economic conditions. Much of the “open- 
end” spending authority is for programs for which 
the distribution of funds cannot accurately be esti- 
mated in advance, because the statutes do not pre- 
determine the amount available. For example, the 
amount of education expenditures under the “Gl 
Bill” depends not on the amount appropriated but 
on the number of veterans who apply for help. 


The Budget Bureau may make a purely mathe- 
matical estimate of the number of persons expected 
to qualify for certain benefits. The Appropriations 
Committees may feel this estimate is too high and 
may exercise apparent control over expenditures by 
cutting the budget estimate. But in the final analysis, 
the money spent, will depend on the actual number 
of qualified persons who come forward to request 
the benefits to which they are by law entitled. 


Closely allied to “open-end” expenditures, so far 
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as their controllability is concerned, are Congres- 
sional authorizations to the Executive Branch to 
borrow from the Treasury to finance expenditures. 
They are used principally to finance loans or re- 
coverable expenditures, usually through a govern- 
ment corporation or business enterprise. 


While the Appropriations Committees annually 
review government corporation budgets, they control 
only the administrative expenditures and not the 
program expenditures. 


Implied Commitments 


Another factor contributing to uncontrollability 
stems from a moral obligation on the part of the 
Appropriations Committees to provide funds for 
programs which are initiated by the legislative com- 
mittees and are accepted as continuing obligations 
as long as the law is not changed. 


Thus, although the Appropriations Committees 
may legally review annually such expenditure pro- 
grams, they do so under an implied commitment to 
continue the program in any case. Past history shows 
that appropriation bills once were prepared and 
reported by the legislative committees, At the time 
of World War I, appropriation bills were handled 
by nine House and 15 Senate committees. There was 
little coordination and control, as a result. 


The increased expenditures caused by the war re- 
vealed the weakness of this procedure, and the Bud- 
get and Accounting Act of 1921 resulted in changes 
in House and Senate rules which required considera- 
tion of all appropriation bills by the Appropriations 
Committees of the two Houses. But the shadows of 
the past still hover. Irrespective of the authority of 
the Appropriations Committees to over-ride substan- 
tive law by appropriations, the committee reports 
frequently quote this moral obligation to appro- 
priate for legislative programs as an alibi for not 
recommending greater reductions. 


Obstacles to Improving Control 


It should now be apparent where and why Con- 
gress does not exercise expenditure control, and also 
that it is an involved and technical problem to sug- 
gest just how control should be imposed. 


The discussien generated by the Magill report has 
highlighted some of the difficulties. For example, the 


“ay 








© 


TAX REVIEW, DECEMBER 1952 


°°oe9o eco eo ec eo eo eo oO oO oO OC oC UOC oC UOC Ue OC oO oO eC OCC oO KOC OC oO oO oO oO oO oO oO oOo oO eo oO eo eee eo eo eo 8 8 


Assistant Director of the Bureau of the Budget stated 
to the Byrd Committee: 


“The main problem is that the operations of 
the government are on so large a scale, so varied 
in content, so widespread geographically, that the 
committees cannot hope to achieve in any one year 
a full and complete examination of every propo- 
sal for new obligational authority. Similarly, 
the Congress as a whole and its legislative com- 
mittees are so preoccupied with current needs 
and problems that there is no possibility of an 
annual reevaluation of all the basic legislation 
that has been enacted over the last 160 years to 
establish government programs, services, and 
commitments. ,.. 


“No one can doubt that if the Congress as a 
whole could take time out for a complete and 
intensive review of all existing legislation it would 
amend or repeal some existing requirements and 
this action would be reflected in later grants of 
obligational authority. Consider, for example, the 
civil public works projects which the Corps of 
Engineers is authorized to undertake under pres- 
ent law. Recent estimates indicate that appropria- 
tions of nearly $12 billion would be required to 
complete authorized river and harbor and flood 
control projects. Each of the 1,400 projects on 
the list was authorized by Congress after its com- 
mittees had reviewed the results of an engineering 
and economic survey which Congress had pre- 
viously ordered. Yet some of these authorizations 
were made as long ago as 1936 or even earlier, 
and it seems quite probable that if the present 
Congress could undertake to express an affirma- 
tive judgment now about every item it would come 
out with a somewhat different list. Until Congress 
can make such a review, all of the outstanding 
project approvals have the force of law.” 


There is a view in some quarters that Congress 
cannot and should not control expenditures annually, 
but rather should use its original appropriating 
power as the only control. 


It is also intimated, if not stated, that the basic 
accounting system of the government must be 
changed if Congress is to control expenditures rather 
than appropriations, 


Others question the feasibility of such control so 
long as the programs are so varied and the amounts 
so huge. To this comment, the reaction is, “All the 
more need for such control.” 


It is true that the size and kind of military 
expenditures accounts for the large volume of 
“carry-over funds, but a return to peace would not 
eliminate the need for improving control. The great 


depression of the 30’s had a profound effect on the 
fiscal policy of the government. The Comptroller 
General, in his comments on the Magill statement 
to the Byrd Committee, exposed this fact when, re- 
ferring to Congressional control of spending, he 
stated: 


“There is no denying the power has been weak- 
ened. Seldom has there been any direct frontal 
attack. Instead, there has been a constant, insidious 
gnawing and whittling away at its vitals, Primary 
responsibility for this state of affairs must rest 
squarely where it belongs — on the Congress 
itself. ... 


“Of course, you know and I know that neither 
this nor any other program alone can guarantee 
complete Congressional control of public funds. 
During the past 10 or 15 years a great deal of 
legislation has been passed which, bit by bit, has 
had the effect of leaving Executive agencies free 
to do what they will in their spending actions. 
My very first annual report to the Congress, cov- 
ering the fiscal year 1941, included special refer- 
ence to legislation giving administrative officers 
too great authority over expenditures. Dozens of 
instances have been recited in later reports, While 
some of that legislation was temporary, and some 
of the instances once cited have come to be stand- 
ard practice, the point is that to the extent Con- 
gress enacts such laws it relinquishes its control 
of public funds and little by little gives away its 
great patrimony. Sometimes misunderstanding is 
to blame, an honest mistake is made, or sorely 
pressed members lack time for full study of a 
measure. More often, the cause may be misrepre- 
sentation or blandishments of persons interested 
more in the spending than in the mending of the 
public purse. But sometimes it comes from dis- 
interest or inattention, right in the Halls of Con- 


gress.” 


Proposals for Control 


Meanwhile, a flood of proposals have been offered 
to correct conditions. Over 30 measures were intro- 
duced during the last Congress, each of whose pur- 
pose was to improve the fiscal procedures of the 
Congress. Most proposals involve one or more of 
three important methods. One is the placing of a 
limitation on total expenditures, taxes or debt. 
Another is a return of responsibility for expenditure 
control to the Congress and the Appropriations Com- 
mittees. The third is improving the facilities, staff 
and informationwise, of the Appropriations Commit- 
tees and the legislative committees so that they may 
be more effective in their area of operation. 
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While this awareness of the problem indicates 
progress, there must be some judgment finally ap- 
plied to the many proposals. 


The following three steps should be considered: 


1. Every possible means should be used to evalu- 
ate the need for any expenditures that will be acted 
upon during the next session of Congress. The 
Appropriations Committees have $250,000 each 
additional and available for staff. The area of “car- 
ry-over” funds should be reviewed for possible 
rescissions. Use of control methods now available 
should be considered, as for example, the withhold- 
ing of money for military construction by the Armed 
Services Committee as provided in the Military Con- 
struction Act of 1951. These and other actions will 
affect the expenditures for fiscal 1953-54, which are 
the key to our fiscal problems. 


2. If, as now appears to be the case, there is no 
certain way Congress can impose a definite limit 
upon spending for fiscal 1953-54, except by an over- 
all ceiling on expenditures as proposed in H. J. Res. 
371 and Sen. Con. Res. 27, this alternative should be 
faced. This approach has the strong support of such 
groups as the National Conference of State Tax- 
payer Associations. 


3. As a longer-range approach, both the Congress 
and the Executive should consider a way to recruit 
the best professional and technical experts in fiscal 
control and assign them the job of presenting prac- 
tical solutions to improving the entire budgetry prac- 
tices of the government from its preparation by the 
Executive, through its authorizations by the Con- 
gress, its execution by the Executive, and its audit by 
the Congress. Such a report could well include: 


(a) How the form and material in the budget 
could be improved to aid Congress in discharging 
its authorizing and appropriating responsibilities. 


(b)’ How the procedures of Congress for legisla- 
tive authorization of functions and projects, for ap- 
propriations, and for expenditure control can be 
revised to give more effective annual review and con- 
trol to the Congress. 


(c) How present laws, which result in the loss of 
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annual Congressional control of expenditures, can 
be modified to give the most complete and practical 
control. 


(d) How the staffing and information facilities 
of the Appropriations Committees, or any committee 
with responsibility for review and authorization of 
expenditures, can be strengthened to provide tools 
to do a better job. 


This kind of studied analysis involves both execu- 
tive and legislative areas of responsibility. The 
Hoover Commission was restricted to the Executive 
Branch, so its recommendations in this field covered 
only a part of the problem. 


The Joint Committee on Reduction of Nonessen- 
tial Federal Expenditures (The Byrd Committee) 
has representatives of both the appropriations and 
revenue committees of the House and Senate, as well 
as the Secretary of the Treasury and the Director of 
the Bureau of the Budget. This existing committee 
could be assigned logically the job of recruiting 
technicians to advise with and report to the Joint 
Committee, which in turn reports to the Congress 
and the Executive. 


In conclusion, every effort should be made by both 
the Executive and Legislative Branches to review 
new appropriations, carry-over funds, and estab- 
lished functions and projects. Doubts about the 
feasibility of reaching a definite expenditure goal 
next year should not deter every effort to get as close 
to it as possible. To do otherwise would only defer 
the date such a goal can be reached. 


Cooperation between the two branches, with both 
earnestly seeking the key to new fiscal policies can 
give realistic promise to the year ahead. Of course, 
it does not need to be said that no procedure or facil- 
ity can eliminate the need for official judgment and 
courage to apply the key and open the door. It may 
take more than elimination of waste to unlock that 
door. It may well require reduction, deferment, or 
elimination of functions of government. That means 
citizens can make it easier or harder to open that 
door by their willingness to accept less from govern- 
ment if government will ask less from them. 








